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Future Social Market Economy 
In times of Trump and Brexit, protectionist tendencies seem to be a global trend. The 
advantages that economic interconnectedness implies are increasingly receding into 
the background. Foreign-owned firms in the EU and Germany, however, make a con-
siderable contribution to employment and gross domestic product (GDP). 
Nowadays, production processes are global-
ized. There rarely is a product that is manufac-
tured in just one country. Due to increasingly 
complex global value chains, goods and inter-
mediates cross borders several times before 
they reach their final consumers. Multinational 
enterprises (MNEs) play a key role here by es-
tablishing factories, sales companies or re-
search and development centers in another 
country, by investing in or acquiring local firms.  
MNEs invest abroad because they expect a 
higher longterm profit. Their activities can also 
increase economic welfare in the host econ-
omy. A net positive effect should not be taken 
for granted, though, since new economic activ-
ity in foreign-owned firms may crowd out eco-
nomic activity in local firms and create bottle-
necks in the local economy.  
This policy brief analyses the economic impact 
of the foreign-owned firms that have located, 
stayed and survived within the EU and Ger-
many and now contribute to their host economy 
by employing workers, buying goods and ser-
vices from local suppliers and through spillovers 
that enhance the productivity of local firms. The 
analysis only covers foreign affiliates controlled 
by a foreign investor (see textbox below).  
The following section offers a detailed explana-
tion on the methodology of quantifying the eco-
nomic impact of foreign-owned firms. Then the 
results for the EU and Germany are presented.  
The analysis is based on a study by Copenha-
gen Economics on behalf of Bertelsmann 
Stiftung (see Bertelsmann Stiftung 2020). The 
results for Germany were first published in the 
German-language economic policy journal 
Wirtschaftsdienst (see Jungbluth et al. 2020).  
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Quantifying the economic im-
pact of foreign-owned firms 
 
Foreign-owned firms impact employment and 
gross domestic product (GDP) in their host coun-
try. This may happen through four main trans-
mission channels: direct, indirect, induced and 
spillover impacts. The quantification of these im-
pacts uses a bottom-up approach based on the 
following assumptions, which overall are ex-
pected to yield conservative results. 
• The foreign-owned firm has the same 
productivity as the average firm in the 
same sector. This assumption is likely to 
underestimate the impacts of foreign-
owned firms on GDP, as foreign-owned 
firms tend to be more productive than 
domestic firms.  
• The foreign-owned firm has the same 
purchasing patterns as the average firm 
in the same industry. This assumption is 
likely to slightly overestimate the impact 
of the indirect and induced effects. The 
reason for this is that foreign-owned 
firms are more likely to engage in inter-
national supply chains than domestic 
firms are. This is however only relevant 
for the supply chain outside of the EU. 
Supply chains inside the EU are covered 
by the model.  
• The people whose employment is sup-
ported by foreign-owned firms consume 
their wages with the same distribution as 
the whole economy does. For example, 
if people in the economy on average 
spend 20 per cent of their wage on cars, 
then the people whose employment is 
supported by foreign-owned firms also 
spend 20 per cent of their wages on 
cars. This assumption does not have a 
large effect on the induced impacts, and 
if it has the difference is ambiguous. If 
the people whose employment is sup-
ported by foreign-owned firms tend to 
spend their wages differently, the in-
duced impact would just be supported in 
other sectors, although not with the ex-
act magnitude.  
  
 
 
1. Direct impacts 
The starting point is the number of jobs within for-
eign-owned firms in the EU and Germany availa-
ble at Eurostat. This number at the same time is 
the direct impact of foreign-owned firms on em-
ployment in their host economy.  
In the next step, the direct impact of the jobs in 
foreign-owned firms on GDP is quantified. Co-
penhagen Economics uses an input-output table 
from the World Input-Output Database (WIOD), 
which yields information on the GDP contribution 
for each sector. Furthermore, employment in 
each of the sectors for the 28 EU Member States 
is also available. For Germany, the national in-
put-output table is used, while for the EU the na-
tional input-output tables are combined into one 
common EU input-output table. 
Copenhagen Economics computes the direct im-
pact on GDP by multiplying the number of jobs in 
foreign-owned firms with the average GDP con-
tribution per job within each sector: 
 
 
The GDP contribution includes value added and 
production taxes. Potential subsidies are de-
ducted from the GDP contribution.  
The impacts on jobs and GDP are measured for 
2014, the last year currently available in the 
WIOD tables, and then forecast for 2014 to 2017 
with the development in GDP and employment in 
Definition of foreign-owned firm 
In the analysis, foreign affiliates (FATs) are regarded 
as foreign-owned firms. A foreign affiliate as defined in 
the Eurostat (2012) Inward Foreign Affiliate Statistics 
(FATS) is an enterprise resident in a country which is 
under the control of an institutional unit not resident in 
the same country. Control is determined according to 
the concept of the 'ultimate controlling institutional 
unit' (UCI). The UCI is the institutional unit, proceed-
ing up a foreign affiliate's chain of control, which is not 
controlled by another institutional unit. FATS thus fo-
cus on the affiliates that are majority-owned by a sin-
gle investor or by a group of associated investors act-
ing in concert and owning more than 50% of ordinary 
shares or voting power. 
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the economy from Eurostat (aggregate num-
bers). It is implicitly assumed that jobs and GDP 
in the foreign-owned firms and their value chains 
grow by the same rate as the rest of the econ-
omy. This is expected to be a reasonable but 
conservative assumption as foreign-owned firms 
tend to be highly productive and could therefore 
have grown more. 
 
2. Indirect impacts 
The indirect impacts arise when foreign-owned 
firms buy goods and services at local suppliers 
and the local supplier in turn buys inputs from its 
local suppliers and so on. These impacts work all 
the way through the EU supply chain. This eco-
nomic activity impacts jobs and GDP indirectly. 
The indirect impacts are quantified with a multi-
plier model based on tables from WIOD. The in-
direct impacts can be measured in per direct job 
or per direct GDP-contribution (e.g. in euro). 
These are the so-called multipliers. The model 
estimates the impact on jobs and GDP in firms 
supplying to the foreign-owned firm. 
3. Induced impacts 
The induced impacts arise when wage income 
from directly and indirectly supported jobs is 
spent. The induced impacts are quantified with the 
same model as for the indirect impacts, thus esti-
mating the impact on consumption from the higher 
wage income supported by the direct and indirect 
impact on jobs. 
 
4. Spillover impacts 
Foreign-owned firms can also impact their host 
economy through several spillover channels, in-
cluding knowledge transfer (labour mobility; imi-
tation/demonstration; exporting), increased com-
petition and vertical linkages in local supply  
Example for direct impacts: 
On jobs: A foreign-owned firm sets up a factory in Ger-
many and employs 100 people there. 
On GDP: The GDP contribution of the sector in which the 
foreign-owned firm operates amounts to 100,000 euros. 
In total, there are 10,000 employees in this sector. Each 
employee thus has a contribution to GDP of 10 euros. 
The 100 employees in the foreign-owned firm thus con-
tribute 1,000 euros to GDP. This contribution results from 
the wages paid to the employees of the foreign-owned 
firm, the profits of the firm and the production taxes paid 
to the government. 
 
Example for induced impacts: 
On jobs: The 240 employees directly and indirectly em-
ployed by the foreign-owned firm spend their wages and 
salaries on goods and services. With their consumption, 
they support around 170 jobs in various companies and 
sectors.  
On GDP: The GDP contribution of the sectors in which 
the consumption of those directly and indirectly em-
ployed by the foreign-owned firm takes place amounts 
to 360,000 euros. The total number of employees in 
these sectors is 40,000. Each employee thus contrib-
utes 9 euros to GDP. The 170 employees who are af-
fected by the induced effects thus support a GDP contri-
bution of 1,530 euros. 
 
On GDP: People directly and indirectly employed by the 
foreign-owned firm buy goods and services locally. The 
consumptio  produces wages, pr fits and production 
taxes in for example retail and thus supports induced 
GDP. 
Example for indirect impacts: 
On jobs: A foreign-owned firm buys goods and services 
from local suppliers. This supports about 120 jobs in the 
supplying companies. 
On GDP: The GDP contribution of the sectors in which 
the suppliers operate amounts to 200,000 euros. The to-
tal number of employees in these sectors is 25,000. Each 
employee thus has a contribution to GDP of 8 euros. The 
120 employees in the local suppliers of the foreign com-
pany thus indirectly support a GDP contribution of 960 
euros. If 10 percent of the turnover of a local supplier is 
due to sales to the foreign company, 10 percent of 
wages, profits and production taxes are included in the 
indirect GDP effects. 
. 
Example for spillover impacts: 
On Jobs: The econometric analysis that estimated the 
spillover impacts did not find any spill-over impact on 
jobs. While foreign-owned firms support job in local firms 
through supply chain impacts (indirect and induced), the 
productivity-enhancing impact on average does not ma-
terialize in higher employment within the local firms. Neg-
ative impacts net out positive  impacts and neutralize the 
spillover impact on employment. 
On GDP: However, the econometric analysis showed 
that foreign-owned firms positively impact productivity in 
domestic firms. The foreign-owned firm, for example, 
brings knowledge about products, supply chains, tech-
nologies that “spills over” to local firms in the form of 
higher productivity (see above). This results in a GDP-
increasing spillover effect. 
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chains (figure 1). Some of these spillovers may 
have a positive or negative impact on local firms 
depending on the respective circumstances. For 
example, if the foreign-owned firm sources all 
their inputs from suppliers outside of the local 
market, and at the same time crowd out local 
competitors that did purchase inputs locally, it re-
duces the productivity among local suppliers via 
diseconomies of scale. 
The spillover impacts are quantified on estimates 
from an econometric regression.1 The estimates 
are based on firm-level data from 2015 for for-
eign and domestically owned firms in 34 Euro-
pean countries. The results are forecasted until 
2017 in the same way as for the other effect 
groups. Based on this data, Copenhagen Eco-
nomics has estimated the impact of an increase 
in the concentration of foreign-owned firms on la-
bour productivity, which is approximated by turn-
over per employee, among local firms within: 
 
1. the same industry and region (industry-
specific spillovers); 
2. the same region, regardless of industry 
(broader regional spillovers). 
                                                     
1 For a more in-depth methodology description, see Copen-
hagen Economics (2018). 
 
 
 
 
 
 
 
 
 
 
 
In the first case, the concentration of foreign-
owned firms is measured as the share of all em-
ployees working in a foreign-owned firm, within a 
given industry and region. In the second case, 
the concentration is measured as the share of all 
employees working in a foreign-owned firm, 
within a given region. In both cases, several 
other firm-specific and regional factors, which 
can also impact productivity among local firms, 
are controlled for. The productivity spillover is 
then translated into a GDP contribution using the 
methodology also used to quantify the direct im-
pacts. The spillovers are quantified on an EU-
level. For the calculation of spillover impacts in 
Germany, the EU spillovers are used on a sec-
toral basis. 
The methodology and the control variables used 
have been selected based on a review of the ex-
isting empirical literature on spillover effects (e.g. 
Copenhagen Economics 2018).  
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Impact of foreign-owned firms 
on employment and GDP in the 
EU 
 
In 2017, 22 million EU workers were employed in 
foreign-owned firms. This is 9 per cent of the to-
tal employment in the EU. Some Eastern Euro-
pean member states, however, had a much 
larger share of their employment working in 
foreign-owned firms. In Romania and the Czech 
Republic 27 per cent of total employment in the 
business economy2 were employed in foreign-
owned firms (one and 0.9 million people, respec-
tively) in 2017 and the number was 26 percent or 
0.7 million people in Hungary.   
The United Kingdom also had a higher share in 
employment in foreign-owned firms then the EU 
average, with almost 20 per cent of the employ-
ment in the business economy (more than 3 mil-
lion individuals). In contrast, Greece’s share of 
employment in foreign-owned firms in the EU 
was 5 percent (0.1 million).  
 
Through indirect impacts 23 additional million 
jobs were supported in the foreign-owned firms’ 
EU supply chains in 2017. These jobs are sup-
ported in the supply chain in the host countries 
and in any supplying firms in the other EU Mem-
ber States.  
Furthermore, 38 million jobs were supported via 
consumption by those directly and indirectly em-
ployed in 2017 (induced impact). Altogether, for-
eign-owned firms were responsible for 82 million 
jobs in the EU in 2017. This is equivalent to 35 
per cent of the total employment in the EU. 
Again, these impacts are supported in the host 
countries and in the other EU Member States, 
where wages are consumed.  
The econometric analysis did not show any spill-
over effects on employment. This suggests that 
any positive and negative effects that foreign-
owned firms have on employment among local 
                                                     
2 The business economy covers typically private sectors with 
NACE Rev.2 codes 05-82 and 95. 
firms, via e.g. productivity enhancements, in-
creased demand for local produced goods and 
services, or via competition effects, is averaged 
out. The reason for this is that foreign-owned 
firms are assumed to have no impact on jobs in 
the long run, i.e. 30 years. If there were no for-
eign-owned firms at all, jobs would still be cre-
ated by domestic investors. But it could take 
longer time and produce higher unemployment in 
the short run.  
 
The jobs supported by foreign-owned firms also 
support GDP in the EU from the wages earnt, 
company surplus and through spillover impacts 
on domestic firms. The direct, indirect and in-
duced impacts accounted for EUR 5.8 trillion (38 
percent of EU GDP). The slightly higher share of 
EU GDP to employment (38 vs. 35 percent) re-
flects relatively higher productivity, on average, 
among those jobs supported by foreign-owned 
firms. The jobs are primarily supported in the pri-
vate sector, which is typically seen as being 
more productive than the traditional public sec-
tor, such as public administration and education. 
Moreover, foreign-owned firms themselves are 
more concentrated in high-productivity sectors. 
 
The spillover impacts from foreign-owned firms in 
the EU supported EUR 3.2 trillion in GDP in 
2017. Spillover impacts are therefore important 
for the overall GDP impact. These impacts arise 
from the share of employment in foreign-owned 
firms that ‘spill over’ productivity, in such a way 
that local domestic firms become more produc-
tive. The spillover impacts have been found 
econometrically significant for certain sectors. 
For other sectors, no impact was found (for ex-
ample in the sector ‘Manufacture of motor vehi-
cles’) suggesting that the sector is already at the 
technology frontier. Thus, foreign-owned firms in 
these sectors do not yield a spillover impact on 
domestic firms.  
Altogether the impact of foreign-owned firms on 
GDP in the EU amounted to EUR 9 trillion or 59 
percent of EU GDP in 2017. 
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Impact of foreign-owned firms 
on employment and GDP in 
Germany 
According to the forecast of Copenhagen Eco-
nomics, there were about 33,000 foreign-owned 
firms in Germany in 2017 with an employment of 
3.4 million people (8 percent of total employ-
ment). About 40 percent of these jobs were in 
manufacturing.  
The share rises to 33 percent or 15 million jobs, 
when including the indirect and induced impacts. 
Almost half of the jobs were induced jobs from 
private consumption (figure 2). 
The econometric analysis did not show any spill-
over effects on employment. The explanation is 
the same as for the impacts on EU level. 
The GDP directly supported by foreign-owned 
firms in Germany was EUR 300 billion in 2017, 
equivalent to 9 percent of German GDP in 2017. 
When including indirect and induced impacts, 
foreign-owned firms supported almost EUR 
1,100 billion or 33 percent of German GDP in 
2017 (figure 3). This is the same percentage as 
the share of employment, suggesting that the 
supported jobs yielded the same productivity as 
the average. 
The supported GDP via the spillover impact from 
foreign firms in Germany constituted EUR 450 
billon in 2017.  
The total impact of foreign-owned firms on Ger-
man GDP in 2017 amounted to 1,540 billion Euro 
or 47 percent of German GDP.  
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Conclusion and Outlook 
 
Firstly, the calculations of Copenhagen Econom-
ics show that foreign-owned firms have a net 
positive direct impact on employment and GDP 
in the EU and Germany. In addition, they in-
crease private consumption and demand for in-
put products through indirect and induced im-
pacts. Through spillover effects, foreign-owned 
firms may also enhance productivity and growth 
in local firms, i.e. by knowledge transfer and en-
hanced competition. 
Secondly, economic activities of foreign-owned 
firms in the EU strengthen the interconnected-
ness of the European Single Market. While sin-
gle member states compete with each other as 
host country in order to benefit from the direct 
impact, the importance of indirect, induced and 
spillover effects should not be overlooked: For-
eign-owned firms in any EU member state may 
also positively impact other member states in 
terms of job and GDP contribution. Only when 
taking all four categories of impacts together is it 
possible to fully grasp the meaning of foreign-
owned firms for their host economy. 
Thirdly, improved interconnectedness between 
markets via foreign-owned firms is also an im-
portant opportunity to cope with prospect future 
developments, especially with regards to the two 
megatrends digitization and demographic 
change.  
Assuming that additive production techniques will 
spread (3D printing), goods will be increasingly 
produced there where they are consumed. This 
requires the development of local production ca-
pacities, i.e. investment by foreign firms (Pe-
tersen 2018). In turn, this implies that traditional 
foreign trade is likely to decline in the future, 
while investment by foreign-owned firms is ex-
pected to increase.  
If Germany is able to remain attractive for for-
eign-owned firms, they might also be one means 
to mitigate demographic change (Esche, Liz-
zarazo López and Petersen 2019): As domestic 
investment could potentially decline in the future, 
investment by foreign-owned firms might to some 
degree fill this gap and in the long term increase 
GDP and capital stock in an ageing society.  
Implications for Economic Policy 
 
From the perspective of Bertelsmann Stiftung, 
there are three suggestions for economic policy-
making on the EU and the national level in Ger-
many: 
1. Strengthening the communication on 
the benefits of the economic activities of 
foreign-owned firms for their host econ-
omy. In times of increasing protectionism 
and populism, it is more important than 
ever to draw attention to the significance 
of interconnected markets and value 
chains.  
 
2. Continuing to improve framework 
conditions for investment by foreign-
owned firms on the EU and the member 
state level, while at the same time avoid-
ing a race-to-the bottom (e.g. unhealthy 
tax competition or lowering labour stand-
ards). The EU could, for example, con-
sider a one-stop agency for foreign in-
vestors, which should be well connected 
with national investment agencies. On 
the national level, Germany could think 
about strengthening the role of Germany 
Trade and Invest (GTAI), especially in 
potential home countries. 
 
3. Working towards a multilateral ap-
proach for cross-border investment. 
International investment governance is 
fragmented into bilateral investment trea-
ties or investment chapters in trade 
agreements. This makes it difficult to 
deal with investment-related issues on 
the international level. From a longterm 
perspective, it would make sense to take 
a multilateral approach – ambitious as it 
may currently appear. The WTO and the 
G20 already have investment on their 
agendas and thus offer themselves as a 
platform for the EU and Germany to con-
tinue to work on this issue.  
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